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In Minnesota, local governments derive the majority of their 
funding from property taxes and from state and federal grants. 
Fees, fines, forfeitures, sale of public lands, investments and 
special assessments are other sources that augment these 
major revenue sources.

Property Tax
The property tax is the chief source of revenue for Minnesota 
counties. Most counties receive between 30 and 50 percent 
of their revenues from property tax collections. All property 
except that owned by governments, churches, charitable 
institutions and certain other tax exempt entities, is subject to 
the “ad valorem” property tax. The ad valorem tax is based on 
the value of an undivided piece of property or building.

Minnesota has one of the most complicated property tax 
systems in the nation. Property taxes are levied by counties, 
cities and school districts, and some special purpose 
taxing jurisdictions such as watershed districts. County 
commissioners have the power to raise the county property 
tax levy, i.e., the amount of money which homes, businesses 
and land within the county will pay, if additional income is 
needed to fund county programs and services. However, 
city and school district officials also levy taxes on property 
within the county.  The state establishes the class rates, or 
the percentage of each property’s market value subject to 
taxation. For example, the class rate for low value homes is 
1.0 percent while the class rate for most commercial property 
is 3.4 percent (recently reduced from 4.0 percent). These class 
rates are one factor that makes Minnesota’s property tax 
system so complex.

State and Federal Grants
Grants from the state and federal government are another 
large source of revenue for counties. Generally, these grants 
assist the county in providing and paying for mandated 
services. However, the amount of the grant is often insufficient 
to cover the full cost of services, and the county must 
supplement the state or federal revenues with local property 
tax dollars.

Categorical aids and block grants are the two basic categories 
of grants. They differ primarily in terms of the amount of 
flexibility they offer the county board. Categorical aids are the 
most restrictive, with the money provided on the condition 
that it is spent to provide specific services. Often, the purpose 
of a categorical grant and the associated mandate is to 
increase spending for specific programs.

Block grants provide the county board with greater flexibility 
in using the money. In fact, some block grants are intended 
to provide property tax relief by replacing local property tax 
dollars.

The distinctions between categorical aids and property tax 
relief are not always clear. One of the larger aids to counties, 
the County State Aid Highway money, has characteristics 
of both a block grant and a categorical aid. It reduces the 
property tax cost for county highway maintenance, the money 
must be used for county highways, and there are specific 
requirements and highway standards that accompany the 
money.

SOURCE: “Minnesota County Finances; 2008 Revenues, Expenditures and Debt” produced by the Minnesota Office of State Auditor.
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County Program Aid
In the 2003 legislative session, county general-purpose aids were 
restructured into a single program called County Program Aid ) CPA.  
The following individual aid programs were eliminated:  homestead 
and agricultural aid credit (including manufactured housing HACA), 
county criminal justice aid, family preservation aid, and attached 
machinery aid.  The formula for distributing county program aid 
encompasses some factors from the programs being subsumed, along 
with some new ones.  One-half of the funding for county program 
aid is distributed based on each county’s relative shares of (1) persons 
receiving food stamps, (2) age-adjusted population (population 
weighted more heavily for the number of persons over age 65), and (3) 
reported crimes.  The other half is distributed based on a formula that 
takes into account each county’s population and its property wealth. 

For 2004, approximately $112 million was distributed based on the 
distribution formulas of the aid programs that were eliminated, minus 
the substantial aid cuts enacted during the 2003 legislative session.  
For 2005 through 2008, about $205 million was distributed according 
to the new formula, with the aid cuts fully restored. 

The total amount of county program aid for taxes payable in 2007 
is $205,382,792.  This total is after subtraction of $500,000 to pay for 
court-ordered counsel and $214,000 to pay for preparation of local 
impact notes. 

SOURCE: The county program aid data was obtained from the Department 
of Revenue and appeared in “Major State Aids and Taxes:  A Comparative 
Analysis” produced by the Minnesota House of Representatives Research 
Division, December 2009.

Fees
The law permits certain fees to be charged for services provided by 
various county departments. Counties charge fees for, among other 
things, examining the record for taxes due, serving and filing legal 
papers in court actions, and renewing licenses. Most of the money 
generated by these fees go into the county’s general revenue fund. 

In some cases, fees are set to fully cover the cost of the related services. 
Counties, acting as an agent of the state, also collect fees set by the 
state. In some instances, such as for game and fish licenses, the law 
allows counties to keep a small portion of the fees collected when 
acting as an agent of the state.

Other Revenue Sources
Fines and forfeitures of bail money are paid into a county’s general 
fund. Some of this money is shared with the State of Minnesota as 
payment for state takeovers of certain judicial districts.  Counties can 
assess property owners with a special assessment if their property 
benefits from county-made improvements. Such special assessments 
account for a small amount of county revenue.

 Some counties have pursued an aggressive program of investing 
county funds not needed immediately and have yielded considerable 
returns on their investments. In most cases, the law requires 
that income from such investments be used to support county 
expenditures. Counties can also invest funds not currently needed 
for cash flow purposes (i.e., funds needed on hand to pay bills as they 
become due) in securities issued by the U.S. government, the State 
of Minnesota, or any political subdivision or municipality therein 
subject to certain conditions and repurchase agreements as laid out 
in Minnesota statute.  n
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